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According to two year-end economic reports one from the UN's Economic Commission for Latin
America and the Caribbean (ECLAC) and the other from the Central Bank (Banco de Guatemala,
BANGUAT) Guatemala achieved a glowing economic performance in 1995. The GDP expanded by
nearly 5% one of the highest levels since the 1970s and inflation remained in the single digits for
the first time since 1987. Nevertheless, officials admit that, despite sustained rates of growth and
monetary stability, the economy's positive performance has not yet translated into any significant
improvement in the population's standard of living, considered one of the lowest in the Western
Hemisphere. According to the UN's latest economic estimates based on data collected through
November 1995 and presented in ECLAC's year-end "Balance Preliminar de la Economia de
America Latina y el Caribe" Guatemala's economy grew by a robust 4.5% in 1995, up from 3.8% in
1994.
The GDP expansion last year represents the second-highest growth rate achieved by the country
since the 1970s, only surpassed by a 4.8% expansion in 1992. In fact, the country enjoyed the
sixth-highest level of growth in the Western Hemisphere last year after Chile, Peru, El Salvador,
Colombia, and the Dominican Republic (see NotiSur, 01/18/96). As a result, accumulated
economic growth reached 22.2% for the five-year period from 1991- 1995, compared with just 8.8%
accumulated growth in the previous ten years from 1981-1990, according to ECLAC. Per capita GDP
grew by 1.6% last year, up from 0.9% in 1994. Like the economy's overall expansion last year, the
per capita rate in 1995 was also the second highest recorded since the 1970s, only surpassed by the
economy's peak year in 1992, when per capita expansion reached 1.9%.
Accumulated growth per capita totalled 5.8% from 1991-1995, representing a sharp reversal from
the 1981-1990 period, when per capita GDP plunged by 18.2%. BANGUAT's year-end estimates
which apparently include data collected through December 1995 differ only slightly from ECLAC's
appraisal. BANGUAT says that the economy grew by 4.9% last year, representing a full percentage
point increase compared with 1994, when the Central Bank reported a 3.9% expansion in GDP.
BANGUAT says the expansion was fueled by marked jumps in both public and private investment
last year. State investment in infrastructure and other development projects grew by 4.7% in
1995. Private investment grew by 8.7%, representing a huge turnaround from 1994, when private
investment declined by 3.5%. By sector, the most dynamic growth took place in six areas: mining,
with 11.9% growth; construction, 7.9%; electricity, gas, and water generation, 7%; financial services,
8%; commerce, 6.6%; and transportation, storage, and communications, 6.3%.
In contrast to the dynamic growth in most service- related areas of the economy, the two key
sectors of the "real" economy farming and industry grew at rates below the overall GDP. Some
critics say the below-average growth in key productive sectors is a sign that the economy is
becoming increasingly speculative, with investors lacking incentives for long-term projects in
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farming and manufacturing. Nevertheless, expansion in the principal productive sectors was still
significant. Industrial output increased by 3.2% in 1995, allowing for a hefty 25% jump in the export
of manufactured goods. In comparison, industrial exports only increased by 5.7% in 1994, or about
one-fifth the rate of growth registered in 1995. The farming, forestry, and fishing sector grew by 2.9%
last year, up from 2.4% growth in 1994. That represented an important achievement since excessive
rains during the year ruined many of the country's basic grains.
According to a report by the Association for Social Research and Investigation (Asociacion de
Investigacion y Estudios Sociales, ASIES), the basic-grain crop on the whole declined by 400,000
quintals, or 3.2%, compared with 1994. Among others, corn production declined by 28%, beans
by 44%, and rice by 73%. The growth in farm activities was thus largely the result of dynamic
performance among the country's principal agroexport products coffee, sugar, bananas, cardamom,
and meat. Sugar and bananas grew the most, by 8.6% and 19.1%, respectively, according to
BANGUAT.
Of the traditionals, only cotton registered a decline, with a 28% drop in output caused by the
excessive rains. Overall, the export sector demonstrated impressive dynamism throughout 1995.
Export income surged by 34.8% in 1995, with earnings growing by US$540 million compared with
1994. Much of the extra income came from particularly favorable world prices for Guatemala's
exports, especially sugar, bananas, and coffee. The dynamic growth in exports, in turn, helped
produce a substantial decline in the country's global trade deficit last year. The value of imports
increased by only 20% slightly more than half the rate of growth reported for exports leading to
a small drop of US$22 million, or 2.2%, in the trade deficit in goods. However, the government
reported a huge improvement in the trade balance in services, which went from a negative US$61
million in 1994 to a positive balance of US$95 million in 1995. That, in turn, allowed the global trade
deficit in goods and services to decline by US$178 million, or nearly 17%.
The improvement in the trade balance, combined with fresh loans from the World Bank and the
Inter-American Development Bank (IDB) in mid-1995, helped maintain exchange-rate stability
for most of the year. According to ECLAC, the quetzal lost an accumulated total of about 5% in
value against the US dollar through November 1995. At the end of the year, however, speculative
pressures and other adverse factors such as a worsening trade deficit with Mexico because of the
devaluation of the Mexican peso led to sharp fluctuations in the quetzal-dollar exchange rate. In
November, when political uncertainty peaked because of the Nov. 7 general elections, speculative
pressures briefly pushed the exchange rate as high as Q6.20 per US$1.00, up from about Q5.90 per
US$1.00 prior to the elections.
The Central Bank intervened by selling off reserves, which stabilized the exchange rate at about
Q6.00 per US$1.00 by year-end. Since the beginning of 1996, speculative pressures have again
pushed the exchange rate upward. Nevertheless, BANGUAT's substantial accumulation of reserves
slightly more than US$600 million combined with new loans expected from the multilateral lending
institutions, should enable the government to stabilize the exchange rate fairly quickly. The general
currency stability in turn contributed to price stability throughout 1995. Last year, annual inflation
dropped to just 8.6%, a three-percentage-point decline from the 11.6% consumer price index (CPI)
reported in 1994.
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Last year marked the first time since 1987 that the country achieved single-digit inflation, and it
represented the lowest CPI in Guatemala in more than a decade. In fact, Guatemala had the sixthlowest rate of annual inflation in all of Latin America and the Caribbean last year. In addition to the
currency stability, strict fiscal and monetary policies greatly contributed to price stability in 1995.
On the one hand, the government kept interest rates particularly high throughout most of the year
to sop up excess liquidity. Lending rates ranged from 24% to 27% in the national banking system
during 1995, substantially higher than the government's original goal of a 16% to 19% range for
lending rates set at the beginning of the year. On the other hand, the government enacted a series
of tax reforms during the year that immensely increased government income, substantially lowering
the fiscal deficit (see NotiSur, 05/11/95 and 11/09/95).
The government had promised the International Monetary Fund (IMF) and the World Bank that,
through tax reform and austerity in state spending, it would raise the tax base from 6.8% of GDP
in 1994 to 8% by year-end 1995, and that it would lower the fiscal deficit from 1.5% in 1994 to 1%,
at best, in 1995. Among the reforms enacted by the government were: * an increase in income tax
rates and a change in collection regulations so that payers would be required to pay their income
tax on a quarterly basis; * the elimination of many tax loopholes and government tax breaks on the
value-added tax (impuesto al valor agregado, IVA), making it much more difficult for businesses
to be eligible for tax write-offs; and * the establishment of severe penalties including mandatory
prison terms for tax evaders, combined with a broad effort to crack down on tax evasion in customs
warehouses.
As a result of the reforms, tax income surged. As of November, the government had reported an
increase of about 34% in total tax receipts compared with the same time period in 1994. Income
tax grew by a whopping 57%, while income from the IVA and from taxes on imports increased by
about 30% each. All told, the tax base grew to 7.8% of GDP, only slightly below the government
commitment of 8% in its accord with the IMF. In addition, the fiscal deficit dropped to just 0.7%
of GDP, thus surpassing the government promise to the IMF to impose a deficit ceiling of 1% of
GDP. In 1996, the government expects the tax base to increase to 9% of GDP and the fiscal deficit
to drop to just 0.4%, given that the IVA was raised on Jan. 1 from 7% to 10%, and a new increase
in income-tax rates also took effect. The increase in the IVA is expected to generate another Q850
million (about US$142 million) and the income- tax hikes Q216 million (about US$36 million) in
extra income this year.
In addition, aggressive measures to push forward with modernization of the tax system using the
new criminal and procedural laws approved in 1995 are expected to bring in Q380 million (about
US$63 million) this year. As a result, the IMF is expected to reaffirm its stamp of approval for the
government's fiscal policies when the next IMF delegation visits the country in March. The IMF
seal is already leading to an increase in funding from the multilateral lending institutions. In late
November, the vice president of the World Bank, Shahid Javed Burki, visited the country to evaluate
progress in the government's structural adjustment program. Burki said that he was "generally
well-impressed" with the efforts at modernization, and he announced that the World Bank would
provide Guatemala with US$200 million in loans for development projects over the next three
years. The IDB as well approved US$188.5 million in fresh aid for the country in mid-January.
Nevertheless, notwithstanding the economy's glowing performance last year, the economic gains
have yet to trickle down to the country's lower-income groups.
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According to ECLAC estimates, open unemployment in urban areas did decrease somewhat last
year, from 5.2% of the economically active population in 1994 to about 4.3% by the end of 1995. But
combined un- and underemployment continue to affect about 45% of the labor force around the
country, since joblessness is much worse in rural areas and full-time positions are extremely scarce.
According to World Bank estimates, the country's economy would have to grow by a minimum
of 6.5% per year nearly two percentage points more than in 1995 for there to be any significant
reduction in poverty by the turn of the century. In addition, despite the record-low inflation, real
minimum wages are still only half what they were in 1980, before the debt crisis that engulfed Latin
America took hold in Guatemala.
The so-called "lost decade" of the 1980s led to mushrooming poverty in Guatemala, with nearly
90% of the population officially recognized as below the poverty line by 1991. In early January,
the government raised minimum wages by 10% for rural and urban workers, but campesino
organizations and labor unions say that even with the raises, current minimum wages represent
less than half of what a worker needs to satisfy basic requirements. Moreover, the government's
conservative fiscal policies have largely eliminated any real benefit from the new minimum wages,
given that the increase in the IVA in early January generated across-the-board price hikes that for
most basic- basket goods ranged from 30% to 300%.
In addition, the increase in the IVA represents a lopsided burden on the lower classes and makes
the tax structure more regressive. Guatemala is renowned for having one of the most skewed tax
systems in the Americas, in which indirect taxes such as the IVA make up between 70% and 75% of
tax income. "On the macroeconomic front, I have finished out my term with very positive results,
but that is simply in strict macroeconomic terms," said ex-president Ramiro de Leon, before he
handed over power on Jan. 14 to President Alvaro Arzu. "If one asks Guatemala's 10 million citizens
what they think, without doubt the vast majority would say that at the microeconomic level the
situation is absolutely desperate.
In broad macroeconomic terms, the economy is in fantastic shape, but that is only for a very small
number of people in the country. The benefits of economic growth can't continue to favor just a
privileged few. The benefits must begin to reach the population in general. Now that constitutional
rule has been re-established and stabilized, we must make improvement in the country's social
conditions an absolute priority." [Sources: Balance Preliminar de la Economia de America Latina
y el Caribe 1995, Notas Sobre la Economia y el Desarrollo (UN-ECLAC); Inter Press Service,
11/07/95; United Press International, 12/28/95; Central America Report (Guatemala), 12/08/95,
12/15/95, 01/19/96; Associated Press, 01/21/96; Notimex, 11/10/95, 01/25/96; Agence France-Presse,
11/10/95, 11/21/95, 01/03/96, 01/06/96, 01/09/96, 01/14/96, 01/15/96, 01/20/96, 01/25/96; Inforpress
Centroamericana (Guatemala), 11/09/95, 11/16/95, 11/23/95, 11/30/95, 12/07/95, 12/14/95, 01/11/96,
01/18/96, 01/25/96, 02/01/96, 02/08/96; Agencia Centroamericana de Noticias-Spanish news service
EFE, 11/07/95, 11/08/95, 11/10/95, 01/14/96, 01/19/96, 01/20/96, 01/23/96, 01/26/96, 02/13/96]

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 4 of 4

